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Abstract: 
In recent decades, along with economic development, financial field have had a significant improvement  in China, 
But widening income gap has become increasingly evident, the earning gap between the city and countryside is 
expanding in all area, By the empirical research of finance and income gap in China in the period from 1978 to 2006, 
we find that there is close relationship between financial development and income gap in every region of China. The 
paper attempts to study the reason of earning gap between the city and countryside in the growth of Chinese economy  
from new perspective of the financial development, it explored mechanism of action between financial development 
and income gap with system. 
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The currently existing income gap between rural and urban sectors is a legacy of the planning system. 
After rural reform was in itiated, the income gap between ru ral and urban people first  narrowed, then 
widened again and has become severe in recent years .While many scholars have provided important 
insights into the evolving pattern of inequality in China, litt le research has been conducted to address the 
role of financial development in the dynamic changes in Chinese income d istribution. This article 
attempts to fill this gap by exploring the relationship between finance and inequality in China. 
1. Expansion of income gap and Financial Development 
The Chinese economy has experienced impressive growth over the last two decades. However, this 
rapid growth has been accompanied by remarkab le increases in inequality. The income gap between 
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regions, urban and rural areas, industries and various social groups is widening in China. The gap, as 
indicated by the Gin i Coefficient, extended beyond an alarming level. According to the 2010 Blue Book 
of China's Society published by the Chinese Academy of Social Sciences (CASS), China's Gini 
Coefficient-an indicator of income inequality-is currently  at 0.5, exceed ing the commonly  recognized 
warning threshold of 0.4. From 1978 to  2006 we can see from the figure 1 that gradual increase in  the 
Gini coefficient.  
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Figure1: National Gini coefficient 
Majority of studies generally find that: better-functioning financial markets are strongly associated 
with lower income inequality; inequality is lower in countries with better-developed financial sectors; 
financial development that is an effect ive way  to solve the income gap is proved by these empirical 
results.  
2. Financial reasons on the income gap 
Income gap of residents in our country will gradually enlarge. Reason is various, both new and old 
system transition, a part of the macro policies institutional defection, education unequal and so on. Many 
factors work together. Financial as allocation of economic resources and means, will have a great impact 
on the income gap from the macro and micro levels, Meanwh ile, the different financial factors impact on 
the income gap, the effect will be very different. 
2.1. Irrational structure of urban and rural financial 
In the economic system, the development of dual economy are quite prominent, resulting in  the duality 
of urban and rural financial structure, the trend of lack of coordination of urban and rural financial 
structure is still growing. Financial dual structure is reflected the following main aspects  in real life. 
z Merge state-owned commercial banks at the county level. 
From the beginning of last century, due to joint-stock reform of state-owned commercial banks, 
streamline organizations, improve efficiency, financial institutions under the county level is merged at  
large-scale. Because of the risk principle, financial institutions in rural areas fall into the basic stagnation 
z 2.1.2 Insufficient supply of rural credit funds  
There is a common po licy  bias against creating an appropriate economic environment for rural growth 
in many areas as government attempt to strive for rapid industrializat ion through various interventions in 
both the urban and rural institutions, causing the flow of income in rural areas continue to higher capital 
city. Farmers thirst for capital is difficu lt to be met, slowing development of the rural economy. 
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According to the 2004 statistics show that lending in rural areas (including agricultural loans and loans to 
both township and village enterprises) all short-term loans accounted for only 10.1% in 2005, 2006 and 
2007 this proportion further decreased to 10% 8.62% and 8.61%, a declining trend. 
z 2.1.3 Function of rural finance has not been played 
Services of rural financial institutions have largely confined to traditional deposit and loan business, 
the basic innovation of financial products is not. The rural financial industry is seriously lagging behind 
the development of rural economy  
z 2.1.4 Long-term neglect of rural capital markets  
When the city's financial products and financial services have been increasing about diversification  
and urban residents have been increasing the level of financial benefits  from a variety of financial 
products and financial services . Many rural areas have been forgotten by the capital market, the majority 
of residents and commercial enterprises in rural areas  do not feel the benefits of financial development. 
Due to the serious financial suppression to the vast rural areas , the vast rural areas can  not have equal 
access to finance. 
2. 2 Irrational structure of bank loans 
 Since the reform and opening up, as China's market economy progress, the non-state economy has 
grown rapid ly and the market economy has gradually become an important part. Non -public economy has 
absorbed most of the employed population of the whole society, so the development of non -public 
economy has a significant effect on income. Financial institutions should be given credit support  match 
with its economic status. However, due to the nature of state-owned enterprises in China, through the 
control of financial resources, the government give priority to loans to state-owned enterprises, promoting 
reform of state enterprises to help them grow and develop , Result of this procession increased domestic 
production, promoted economic g rowth, And the state-owned enterprises achieved absolute control of 
important industries. During this period, the credit  demand of Non-public economy can not be developed 
to meet the conditions. This situation hinders the development of  Non-public economy. Credit imbalance 
between the state-owned economy and the non-state economy led to income inequality. 
2.3 Types of financial instruments  
 Abundance of financial instruments can affect the income gap a large extent . In d ifferent reg ions, 
different levels of financial services  which can provide the type and quantity of financial instruments is 
different. The more abundant financial instruments, low-income can enjoy the more variety of financial  
services, Competition between financial instruments make low-income access to these financial services 
to lower the cost. In fact, lower the threshold of access to financial markets, it received more investment 
opportunities, In contrast, underdeveloped areas of financial markets  have a higher threshold of access to 
financial markets, the higher the abundance of financial instruments, t he smaller the income gap. 
However, uneven regional development in the financial markets  will inevitably lead to income inequality. 
3. The Narrowing of the Urban-Rural Income Gap from the financial perspective 
With the continuous development of China's economic, financial factors will become increasingly 
important with respect to improving income gap. Government regulation in the income gap has an 
important obvious advantage. It can use various means to adjust the income gap, also includes financial 
means. According to our analysis about financial factors on income inequality, some necessary measures 
should be taken.  
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   First, the appropriate promotion of competition in  China's financial markets, which will help speed 
up the financial sector more and better services for low-income people. Majority of people that get more 
and better financial services  will not only help improve income distribution, but also conducive to 
economic growth, moderate promote competition in the financial markets will help accelerat e this process. 
Because of the financial market is not complete, the credit-constrained situation is extremely serious , 
Enterprises and individuals is difficult to get a fair development opportunitiesǄ 
Secondly, appropriate to increase the loan in the low income residents, Using of financial policy 
measures is an effective method to solve the income gap of urban residents and poverty issues. Such as 
providing low-income residents Micro-relief loans, expanding the scope of microfinance projects , 
providing more financing channels for SME, 
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